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This paper reassesses what works in banking regulation based on the new World Bank survey (Survey IV) of bank regulation and supervision around world. The paper briefly presents new and official survey information on bank regulations in more than 125 countries, makes comparisons with earlier surveys since 1999, and assesses the relationship between changes in bank regulations and banking system performance. The data suggest that many countries made capital regulations more stringent and granted greater discretionary power to official supervisory agencies over the past 12 years, but most countries This paper is a product of the Finance and Private Sector Development Team, Development Research Group. It is part of a larger effort by the World Bank to provide open access to its research and make a contribution to development policy discussions around the world. Policy Research Working Papers are also posted on the Web at http://econ.worldbank.org. The authors may be contacted at jbarth@milkeninstitute.org, Gerard.Caprio@williams.edu, and Ross_levine@haas.berkeley.edu.
have not enhanced the ability and incentives of private investors to monitor banks rigorously-and several have weakened such private monitoring incentives. Although it is difficult to draw causal inferences from these data, and while there are material cross-country differences in the evolution of regulatory reforms, existing evidence suggests that many countries are making counterproductive changes to their bank regulations by not enhancing the ability and incentives of private investors to scrutinize banks.
I. Introduction
Have countries reformed bank regulatory and supervisory policies over the last twelve years, and which reforms have enhanced banking system performance? The Bank for International Settlements (BIS), the International Monetary Fund (IMF), and the World Bank (Bank) work on designing effective financial sector reform strategies, communicating those recommendations to countries, and helping countries implement changes to improve the efficiency and stability of their financial systems. Indeed, in 1999 the Bank and the IMF started the Financial Sector Assessment Program (FSAP) to assess systematically the status of banking systems in countries and to make recommendations for reform. But have these recommendations been adopted and have they been successful at boosting the efficiency and stability of financial systems?
Motivated by these very basic questions, the World Bank asked us more than twelve years ago to start assembling the first cross-country database on bank regulation and supervision.
Based on guidance from bank supervisors, financial economists, and our own experiences, the Bank began putting together an extensive survey of bank regulation and supervision. In this paper, we reassess what works in banking regulation based on the new World Bank survey (Survey IV) of bank regulation and supervision around world. This paper briefly 1 As in Barth, Caprio, and Levine (2006) , we sometimes use the term regulation generically to apply to banking-sector policies and compliance mechanisms, while at other times to discuss particular, specific regulations or special aspects of supervision. 2 Specifically, the survey received answers from 1998 through 2000, but since the bulk of the answers were in 1999 we use this year to date the survey.
presents new and official survey information on bank regulations in over 125 countries, 3 makes comparisons with earlier surveys since 1999, and assesses the relationship between changes in bank regulations and banking system performance. To measure banking system performance, we use indicators of banking system depth, efficiency, and stability. In the analyses, we examine both the relationship between the level of banking system performance and indictors of bank regulation and supervision at various points in time over the last twelve year and we assess the relationship between changes in bank regulations and supervisory practices and banking system performance. Thus, we examine levels and changes to provide additional evidence on the linkages between banking system performance bank regulatory and supervisory policies.
This paper is structured as follows. Section II will very briefly review the structure of the survey and discuss some issues that arise in the responses to the three surveys. Next, Section III looks at the state of bank regulation around the world, and importantly how it has changed since 1999. At this point, we primarily focus on comparing Survey I and Survey IV. These comparisons and analyses will be updated and enhanced as our work continues. Section IV then asks whether the changes in bank regulation are contributing positively to banking sector development and to the efficiency and stability of banking systems around the world, comparing the results we obtained from Survey I. Section V concludes by drawing a few cautious, highly qualified lessons.
Based on our empirical analysis of what works best in bank regulation (BCL, 2006) and the subsequent changes that have taken place since the late 1990s in the regulatory environment, we see no basis for the view that countries around the world have primarily reformed for the better. Our earlier results showed no support for the view that tightening capital requirements or increasing supervisory powers had a positive impact on the financial sector, and in fact increased supervision was found to be negatively related to the development of the banking sector and the integrity of the system (in other words, positively related to corruption in banking). On the other hand, we found considerable support that strengthening private monitoring was associated with deeper, more efficient, and less corrupt financial systems, but not with greater financial stability.
As noted in Section IV, our results here, even with the Survey I data, are a bit weaker because of the smaller sample size used in this paper in order to preserve comparability with the Survey IV data. We continue to stand by the results as presented in BCL (2006) . Thus, while many countries have followed the Basel guidelines and strengthened capital regulations and empowered supervisory agencies to a greater degree, existing evidence does not suggest that this will improve banking-system stability, enhance the efficiency of intermediation, or reduce corruption in lending. Although some countries have reformed their regulations to empower private monitoring, consistent with the third pillar of Basel II, there are many exceptions and even reversals along this dimension. Moreover, many countries intensified restrictions on non-lending activities, which existing evidence suggests hurts banking system stability, lowers bank development, and reduces the efficiency of financial intermediation.
Our tempered advice continues to be that countries will benefit from an approach to bank regulation that is grounded in what has worked in practice. In our earlier work, we found that an approach that favors private monitoring, limits moral hazard, removes activity restrictions on banks, encourages competition, including competition by foreign banks, and requires or encourages greater diversification appears to work best to foster more stable, more efficient, and less corrupt financial-sector development. Our earlier findings did not support a hurried adoption of the first two pillars of Basel II by developing countries, but rather stressed the value of first developing the legal, information, and incentive systems in which financial systems flourish to the benefit of everyone. Based on the existing evidence, we continue to believe that this approach is the most sensible one for country authorities to pursue. Critically, the data in this new survey provide the raw material for research that should help confirm, refute, or refine this privatemonitoring view.
II. The Survey
The Survey of Bank Regulation and Supervision Around the World assembles and makes available a database to permit international comparisons of various features of the bank regulatory environment. BCL (2012) and the World Bank website list the questions as they appear in the current survey, previous surveys and responses are on the World Bank website and the CD in BCL (2006) . 4 Although the current version has over 300 questions, compared with only about 60% much of the expansion was in the form of making explicit separate categories for responses or otherwise clarifying issues. Most questions could be answered "Yes/No" though in many cases we requested that in case of doubt the authorities attach governing regulations or laws. Some of these explicitly or implicitly refer to Basel II, such as those enquiring as to the plans for the implementation of Basel II, and if so then the variant of the first pillar to be adopted.
Similarly, some of the questions relating to capital, provisioning, and supervision have been modified to keep abreast of current thinking and emerging practice in these areas.
We will not go into detail about the survey here given the earlier explanations provided in BCL (2012 BCL ( , 2006 BCL ( , 2004 BCL ( , and 2001 to improve banking systems. Consequently, this group will appreciate a greater degree of grouping and aggregation (and thus quantification) of the responses, as will empirical researchers bound by degrees of freedom (and a need for quantifiable variables). So we follow our earlier practice (BCL 2006 (BCL , 2004 (BCL , and 2001 and aggregate the data into broader indices, the principal ones being:
Overall Restrictions (on bank activities), Entry Requirements, Official Supervisory Powers, Private Monitoring, and Capital Regulation. As in the past, we stress that there is no unique grouping or aggregation (or even quantification), and we still encourage researchers to experiment with their own groupings. Before turning to the data, an obvious question concerns the accuracy of the responses.
The survey was sent to the principal contacts in each country of the Basel Committee on Bank Supervision. Even though these contacts should know the regulatory environment, the survey's scope is such that for any country a number of people usually are involved in its completion, and some or all of the members of this group might change over time, raising the issue of differences in the interpretation of questions over time (in addition to changes in the wording noted above).
In the first three surveys, we ourselves went back to or directed correspondence with authorities for clarification, where there were notable changes, as well as posting the survey responses on the web, so that the data could be challenged and inconsistencies resolved. As none of us were with the World Bank, we were not involved with this cleaning process for Survey IV, and in this paper use the data posted on the World Bank website. As always, there are instances of unclear responses from the authorities and we accordingly recommend ongoing efforts to clean (and update) the data. There are also some notable gaps at present, such as the absence of responses from Japan and Saudi Arabia in the latest survey. It might also be noted that some countries chose not to respond to any surveys, not to respond to some surveys but to others, and not to answer some questions but others, which raises the question as to whether this was a strategic decision or simply survey fatigue.
III. Bank Regulation and Supervision around the World: What the Data Say
With four surveys over more than a decade, one can ask to what extent have there been changes in the regulatory environment in countries around the world. As Survey IV is just becoming available, analysis of these changes understandably is in an early stage, and we hope that with the data available on the web, more people will investigate the impact of variations in supervisors, one could instead include this variable in an index of supervision.
bank regulation on various outcomes. Also, in principle this analysis can be done for all of the individual questions and countries that are available over the surveys. Here we restrict our attention to the major indices that we highlighted in BCL (2006, 2012) . As noted, that focus was motivated by the view that country authorities were interested in the strategy that they should take in reforming their financial systems, a view that we continue to hold. As also mentioned and reemphasized above, others may identify more appropriate ways of constructing indices based on particular questions or circumstances. Figure 1 shows the countries for which we were able to make comparisons on restrictiveness in Surveys I and IV, and except for banks' ability to own nonfinancial firms, it appears as though restrictions are on the decrease (for other categories, the amount of red and yellow is decreasing from survey I to IV. However, as BCL (2012) show, most of this easing was up to 2006, and tightening has been on the rise since then. and is not directly comparable to the question on foreign entry in the current survey. 6 This is based on a survey of bank borrowers on the extent to which they had to pay a bribe to get a bank loan. Since in this effort we controlled for economy-wide corruption, it is not the case that our results reflect countries stepping up supervision in response to greater corruption. We will now turn our attention to a more systematic extension of our earlier research to gauge the impact of the aforementioned changes in the regulatory environment on the development of the banking sector, its fragility, and other outcomes of interest.
IV. Bank Regulation and Supervision around the World: What the Data Mean

IV. A. Variable Definitions
Since BCL (2006) provides information on the data, sources, and specific survey questions used to construct the variables for this paper, we only briefly define them here in the text.
1. Bank Activity Regulatory Variables. We measure the degree to which national regulatory authorities allow banks to engage in the following three fee-based rather than more traditional interest-spread-based activities: a. Official Supervisory Power measures the extent to which official supervisory authorities have the authority to take specific actions to prevent and correct problems.
We also decompose this variable into three constituent parts:
(1) Prompt Corrective Power measures the extent to which the law establishes predetermined levels of bank solvency deterioration that forces automatic enforcement actions, such as intervention, and the extent to which supervisors have the requisite, suitable powers to do so.
(2) Restructuring Power measures the extent to which supervisory authorities have the power to restructure and reorganize troubled banks.
(3) Declaring Insolvency Power measures the extent to which supervisory authorities have the power to declare a deeply troubled bank insolvent.
b. Supervisory Forbearance Discretion measures the degree to which supervisory authorities may engage in forbearance when confronted with violations of laws or regulations or with other imprudent behavior on the part of banks.
c. Loan Classification Stringency measures the degree to which loans that are in arrears must be classified as sub-standard, doubtful, or loss.
d. Provisioning Stringency measures the degree to which a bank must provision against a loan that is classified first as sub-standard, then as doubtful, and lastly as loss.
e. Diversification Index measures whether regulations support geographical asset diversification. It is based on two variables:
(1) Diversification Guidelines: whether there are there explicit, verifiable, and quantifiable guidelines for asset diversification.
(2) No Foreign Loans: whether banks are prohibited from making loans abroad. 8. Indexes. We use here just one method to construct indexes of regulations and supervisory practices that incorporate the answers to several questions from our survey, with the specific questions listed in Table 1 . Since many of the questions can be specified as simple zero/one variables, we simply add up the individual zero/one answers. This method gives equal weight to each of the questions in constructing the index. In previous work (BCL 2006) we have used the first principal component of the underlying questions. In constructing this component, the factor analytic procedure produces a principal component with mean zero and standard deviation one. An advantage of this method is that equal weights for the individual questions are not specified. A disadvantage is that it is less transparent how a change in the response to a question changes the index.
IV.B How Reforms Affect Banking Systems
How have reforms to bank regulations and supervisory practices affected national banking systems? In countries that changed their regulatory policies, have these reforms boosted banking system development? Have these policy changes enhanced the efficiency of intermediation and reduced the fragility of the banking system? Answers to these questions will help some countries adjust their reforms and help other countries avoid mistakes and select more appropriate reform strategies. We should point out that it is of course early to make these assessments. No one would argue, for example, that changes to financial regulation and supervision in 2011 would have an immediate impact on financial development, the efficiency of banking or the fragility of the system, yet 2011 is the latest for which we can get measures of the outcome variables.
In light of data constraints, we first re-run the regressions of the relationships between bank regulations and banking-system fragility, development, and efficiency, using the Survey I data posted on the World Bank website, and we then re-run these regressions using the Survey IV data. What has changed from earlier research? The first three rows of Table 1 , which correspond to the three pillars of Basel II, show no impact of capital regulation on bank development or either measure of efficiency, and some effect in the right direction of capital on fragility as measured by NPLs. When the government-owned banks variable is added to the right-hand side, this latter effect loses significance (Table 2) . Private monitoring has significant effects across the board in Table 1 and with the same signs found in earlier research, but with government-owned banks (Table 2) only remains significant in the regression of overhead costs. 7 These results differ somewhat from BCL (2006), where the addition of government ownership also decreased the size of the coefficients but for the most part they remained statistically significant. One difference here is that the sample is smaller due to differences in the construction in the indexes. In our earlier work, the use of principal components in constructing the indexes allowed us to use observations even when a few questions were not answered, and more importantly we were able to fill in a large number of missing values or clearly incorrect responses by going back to the country authorities (after the survey results had already been posted). In this paper, we took the raw data 'as is' from the World Bank website, and for countries with missing values, had to drop that observation as we were producing the indexes by summation, and summing responses with different numbers of replies would clearly lead to a mischaracterization of the data. This approach was dictated by the desire to be consistent with the Survey IV results; although we will attempt to fill in missing values in BCL (2012) for that survey, that work is not yet complete.
The difference in the index construction did not change materially the results on official supervisory powers, which remains insignificant with or without the addition of government-owned banks. That supervision has no impact on bank fragility, as measured by NPLs, thus remains troubling. Tighter entry requirements are linked with an increase in efficiency, even when government banks are added, and restrictions on banks' activities lead to lower bank development and higher interest margins in both Tables 1 and 2 . Interestingly, restrictions on activities are not linked with greater stability here, when stability is measured by NPLs, but this coefficient was significant in our 7 This result likely is due to the highly negative correlation between private monitoring and government ownership of the banking sector. As is easily understood, it makes no sense for the private sector to bother monitoring state-owned banks, as the risk is the same across all such banks.
earlier work when stability was measured by the likelihood of a systemic crisis. Tables 3 and 4 show the first results for the Survey IV data, and here it is necessary to point out an even smaller sample size, relative to Tables 1 and 2 , as a result of the missing values needed for the construction of the indexes. Interestingly, an increase in the capital regulation index now is associated with a significant decrease in the development of the banking sector, though we would note that the contemporaneous nature of the right-and left-hand side variables raises a caution in the interpretation of this or other results in these two tables. Private monitoring remains positively associated with banking development and with efficiency (via a lower interest margin) in Table 3 , though the former effect disappears with government-owned banks. Official supervisory powers, entry requirements, and activity restrictions have no statistical significance whatsoever. Observations  66  72  72 
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Notes: This table presents four regressions, where each column reports the findings from an OLS regression. The dependent variables, measured in 1999, are: Bank Development equals claims on the private sector by deposit money banks as a share of GDP; Interest Margin equals net interest income divided by total bank assets; Overhead Costs equals total bank overhead costs as a share of total bank assets; and, Nonperforming Loans equals officially reported nonperforming loans as a share of total banks assets. The regulatory indexes are measured in 1999: Capital Regulatory Index measures the extent and stringency of regulatory requirements; Private Monitoring Index measures the degree to which regulatory policies encourage and facilitate private sector monitoring of banks; Official Supervisory Power Index measures the extent to which official supervisory agencies have the authority to take specific actions to prevent and correct problems; Entry Restrictions Index measures the number of specific legal requirements for obtaining a banking license; and Restrictions on Activities Index measures regulatory restriction on the degree to which banks can engage in securities, insurance, and real estate activities plus restrictions on banks owning and controlling nonfinancial firms. Though unreported, the regressions also control for the legal origin of each country by including three dummy variables for Common, French civil, and German civil law countries, as well as a constant term. Heteroskedasticity-consistent standard errors are in parentheses under the estimated coefficients. To designate statistically significant benchmarks, *** indicates significance at the 0.01 level, ** at the 0.05 level, and * at the 0.10 level. 
Margin Costs Loans  ------------------------------------------------------------------------------------------------- 
Notes: This table presents four regressions, where each column reports the findings from an OLS regression. The dependent variables, measured in 1999, are: Bank Development equals claims on the private sector by deposit money banks as a share of GDP; Interest Margin equals net interest income divided by total bank assets; Overhead Costs equals total bank overhead costs as a share of total bank assets; and, Nonperforming Loans equals officially reported nonperforming loans as a share of total banks assets. The regulatory indexes are measured in 1999: Capital Regulatory Index measures the extent and stringency of regulatory requirements; Private Monitoring Index measures the degree to which regulatory policies encourage and facilitate private sector monitoring of banks; Official Supervisory Power Index measures the extent to which official supervisory agencies have the authority to take specific actions to prevent and correct problems; Entry Restrictions Index measures the number of specific legal requirements for obtaining a banking license; and Restrictions on Activities Index measures regulatory restriction on the degree to which banks can engage in securities, insurance, and real estate activities plus restrictions on banks owning and controlling nonfinancial firms. Government Owned Banks equals the percentage of the banking system's assets held by banks that are 50% or more government owned. Though unreported, the regressions also control for the legal origin of each country by including three dummy variables for Common, French civil, and German civil law countries, as well as a constant term. Heteroskedasticity-consistent standard errors are in parentheses under the estimated coefficients. To designate statistically significant benchmarks, *** indicates significance at the 0.01 level, ** at the 0.05 level, and * at the 0.10 level.
Table 3. Bank Performance and Regulation in 2011, Survey IV
Notes: This table presents four regressions, where each column reports the findings from an OLS regression. The dependent variables, measured in 2011, are: Bank Development equals claims on the private sector by deposit money banks as a share of GDP; Interest Margin equals net interest income divided by total bank assets; Overhead Costs equals total bank overhead costs as a share of total bank assets; and, Nonperforming Loans equals officially reported nonperforming loans as a share of total banks assets. The regulatory indexes are measured in 2011: Capital Regulatory Index measures the extent and stringency of regulatory requirements; Private Monitoring Index measures the degree to which regulatory policies encourage and facilitate private sector monitoring of banks; Official Supervisory Power Index measures the extent to which official supervisory agencies have the authority to take specific actions to prevent and correct problems; Entry Restrictions Index measures the number of specific legal requirements for obtaining a banking license; and Restrictions on Activities Index measures regulatory restriction on the degree to which banks can engage in securities, insurance, and real estate activities plus restrictions on banks owning and controlling nonfinancial firms. Though unreported, the regressions also control for the legal origin of each country by including three dummy variables for Common, French civil, and German civil law countries, as well as a constant term. Heteroskedasticity-consistent standard errors are in parentheses under the estimated coefficients. To designate statistically significant benchmarks, *** indicates significance at the 0.01 level, ** at the 0.05 level, and * at the 0.10 level. 
Notes: This table presents four regressions, where each column reports the findings from an OLS regression. The dependent variables, measured in 2011, are: Bank Development equals claims on the private sector by deposit money banks as a share of GDP; Interest Margin equals net interest income divided by total bank assets; Overhead Costs equals total bank overhead costs as a share of total bank assets; and, Nonperforming Loans equals officially reported nonperforming loans as a share of total banks assets. The regulatory indexes are measured in 2011: Capital Regulatory Index measures the extent and stringency of regulatory requirements; Private Monitoring Index measures the degree to which regulatory policies encourage and facilitate private sector monitoring of banks; Official Supervisory Power Index measures the extent to which official supervisory agencies have the authority to take specific actions to prevent and correct problems; Entry Restrictions Index measures the number of specific legal requirements for obtaining a banking license; and Restrictions on Activities Index measures regulatory restriction on the degree to which banks can engage in securities, insurance, and real estate activities plus restrictions on banks owning and controlling nonfinancial firms. Government Owned Banks equals the percentage of the banking system's assets held by banks that are 50% or more government owned. Though unreported, the regressions also control for the legal origin of each country by including three dummy variables for Common, French civil, and German civil law countries, as well as a constant term. Heteroskedasticity-consistent standard errors are in parentheses under the estimated coefficients. To designate statistically significant benchmarks, *** indicates significance at the 0.01 level, ** at the 0.05 level, and * at the 0.10 level.
IV.C How Countries Choose Regulations
In BCL (2006), we analyze why countries choose the regulations that they do. Do countries behave according to a Coasian theory of bank regulation, picking that structure which is efficient for their economy? Do they make mistakes because of bad information? Or do countries choose seemingly suboptimal regulatory systems because the people who control government are maximizing their own welfare, rather than selecting the system that would most benefit their societies? In the light of this debate, we examined the relationship between key regulatory variables -such as private monitoring, official supervision, entry requirements, activity restrictions, and government owned banks -and measures of the nature of political systems. In this paper we replicate that earlier work, but due to data availability issues, just with the indicator of Voice and Accountability, which attempts to measure the extent to which average citizens have a voice in the political process and can hold politicians accountable. As before we use the same instruments for 
This table presents five regressions, where each column reports the findings from an instrumental variables regression. The dependent variables, measured in 1999, are: Private Monitoring Index measures the degree to which regulatory policies encourage and facilitate private sector monitoring of banks; Official Supervisory Power Index measures the extent to which official supervisory agencies have the authority to take specific actions to prevent and correct problems; Entry Restrictions Index measures the number of specific legal requirements for obtaining a banking license; and Restrictions on Activities Index measures regulatory restriction on the degree to which banks can engage in securities, insurance, and real estate activities plus restrictions on banks owning and controlling nonfinancial firms. Government Owned Banks equals the percentage of the banking system's assets held by banks that are 50% or more government owned. The explanatory variable of focus is Voice & Accountability, which measures the degree to which average citizens have voice in the political process and the degree of accountability on the part of politicians (Kaufmann, Kraay, and Zoido-Lobaton, 1999) . The unreported, though included in the second-stage instrumental variables, are the legal origin of each country (that is, we include three dummy variables for Common, French civil, and German civil law countries respectively). The excluded instrumental variables are the latitude of the capital, the percentage of years since 1776 that the country has been independent, the fraction of the population that is Catholic, the fraction of the population that is Muslim, and the fraction of the population that is not Catholic, Muslim, or Protestant. Heteroskedasticity-consistent standard errors are in parentheses under the estimated coefficients. To designate statistically significant benchmarks, *** indicates significance at the 0.01 level, ** at the 0.05 level, and * at the 0.10 level. Observations  54  60  62  60 
Table 6. Bank Regulation and Political Institutions in 2011, Survey IV --------------------------------------------------------------------------------------------
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Notes: This table presents five regressions, where each column reports the findings from an instrumental variables regression. The dependent variables, measured in 2011, are: Private Monitoring Index measures the degree to which regulatory policies encourage and facilitate private sector monitoring of banks; Official Supervisory Power Index measures the extent to which official supervisory agencies have the authority to take specific actions to prevent and correct problems; Entry Restrictions Index measures the number of specific legal requirements for obtaining a banking license; and Restrictions on Activities Index measures regulatory restriction on the degree to which banks can engage in securities, insurance, and real estate activities plus restrictions on banks owning and controlling nonfinancial firms. Government Owned Banks equals the percentage of the banking system's assets held by banks that are 50% or more government owned. The explanatory variable of focus is Voice & Accountability, which measures the degree to which average citizens have voice in the political process and the degree of accountability on the part of politicians (Kaufmann, Kraay, and Zoido-Lobaton, 1999) . The unreported, though included in the second-stage instrumental variables, are the legal origin of each country (that is, we include three dummy variables for Common, French civil, and German civil law countries respectively). The excluded instrumental variables are the latitude of the capital, the percentage of years since 1776 that the country has been independent, the fraction of the population that is Catholic, the fraction of the population that is Muslim, and the fraction of the population that is not Catholic, Muslim, or Protestant. Heteroskedasticity-consistent standard errors are in parentheses under the estimated coefficients. To designate statistically significant benchmarks, *** indicates significance at the 0.01 level, ** at the 0.05 level, and * at the 0.10 level.
V. Conclusions
Over the last twelve years, many countries have substantially reformed components of their bank-regulatory regimes. Based on our analyses of the pros and cons of a wide range of bank regulations (BCL, 2006) , there is no reason for believing that countries around the world have primarily reformed for the better. While many have followed the Basel guidelines and strengthened capital regulations and empowered supervisory agencies, existing evidence does not suggest that this will improve banking-system stability, enhance the efficiency of intermediation, or reduce corruption in lending. The empirical work above is compromised by some missing data, but certainly no one would read these results and come away with greater faith in the Basel approach to bank regulation and supervision.
While our preliminary examination of the data challenges the confident proclamations of many observers about improvements in bank regulation and supervision, the qualifications associated with these results should be emphasized. We are merely taking a first look at the latest survey data. Much work remains in assessing which regulatory and supervisory policies work best in different countries.
